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CHAPTER 2 

PRICE ANALYSIS AND NEGOTIATION 
 

2.1 OVERVIEW 

The previous chapter outlined the steps required by Division personnel to initiate a task order 
and receive a proposal from an A/E firm.  This chapter addresses the steps necessary to award 
the task order to the A/E.  These steps include reviewing the A/E proposal, establishing a 
negotiation position, and developing pre-negotiation and negotiation memoranda to describe the 
negotiations and document the final price reached. 

The purpose of performing price analysis is to develop a negotiation position that allows the 
negotiator and the offeror to reach agreement on a fair and reasonable price while providing the 
offeror the greatest incentive for efficient and economical performance.  The objective of the 
negotiation process is to reach a complete and mutual understanding of the detailed scope and 
cost of services to be provided.  Without this understanding, it is impossible for the A/E to 
provide a quality product.  Any misunderstandings may cause errors and omissions during the 
construction phase when corrections can be very costly. 
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2.2 PRICE PROPOSAL 

A Price Proposal is required of the A/E consultant for a task order and for task order 
modifications involving cost adjustments, either upward or downward.  The A/E consultant 
prepares a price proposal based on tasks agreed to previously with the COTR and hourly rate 
information in the IDIQ contract, including direct costs and submits it to the CO.  (See Section 
1.6.)  

The following are items to review or points to consider when evaluating a Price Proposal 
submitted by an A/E consultant: 

• Review work items (and/or task item breakdowns) and determine validity. 

• Was the provided proposal spreadsheet used? 

• Are the labor hours appropriate for the task? 

• Are the labor hours appropriate for the personnel category? 

• Do all the subtotals (task labor hours, personnel category and others) add up correctly? 

• Does each personnel category have the correct salary rate as established in the IDIQ 
contract?  (Obtain the IDIQ information from Acquisitions.) 

• Are the direct costs appropriate and reasonable?  Have unit costs been established in 
the IDIQ? 

• Ensure that proposed direct costs are not included in contact overhead rate? (Verify with 
Acquisitions.) 

• Is the overhead rate correct as established in the IDIQ? 

• Are the profit rate and subconsultant markup correct as established by the IDIQ? 

• Are the escalation rates for multi-year contracts those established in the IDIQ?  (Obtain 
the IDIQ information from Acquisitions). 
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2.3 PRE-NEGOTIATION OBJECTIVE MEMORANDUM 

Pre-negotiation objectives establish the Government’s initial negotiation position and are 
documented in the Pre-negotiation Objective Memorandum (POM).  (See Exhibit 2.3-A.)  The 
objective is based on the results of the analysis of the offeror’s proposal, taking into 
consideration all pertinent information including field pricing assistance, fact-finding results, the 
IGE and price histories.  The analysis includes a verification of the A/E consultant’s 
formula/calculations for accuracy.  If the A/E consultant’s proposal substantially exceeds the 
IGE and funding document, then the project manager should review the SOW with the A/E to 
ensure a common understanding of the work requirements.   A revised price proposal based on 
these discussions may be required prior to  negotiations.  (See Section 1.5.1.) 

Project managers establish pre-negotiation objectives before the negotiation of any pricing 
action.  The scope and depth of the analysis supporting the objectives is directly related to the 
dollar value, importance and complexity of the pricing action.  The Government's pre-negotiation 
objective should have substance, rationale and detail sufficient to explain to a third party how 
the overall reasonableness of the proposed price was determined and how the objective 
represents a fair and reasonable amount.   

The POM is marked “For Official Use Only” and is included with the package that is forwarded 
for CO signature. 

2.3.1 Forms and Templates 

To view or download the POM template, go to 
http://intra.cflhd.gov:8080/tools/formLibrary.cfm?category=Contracting priceneg.pdf. 

http://intra.cflhd.gov:8080/tools/formLibrary.cfm?category=Contracting priceneg.pdf
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Exhibit 2.3-A PRE-NEGOTIATION OBJECTIVE MEMORANDUM 
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Exhibit 2.3-A PRE-NEGOTIATION OBJECTIVE MEMORANDUM 
(Continued) 
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Exhibit 2.3-A PRE-NEGOTIATION OBJECTIVE MEMORANDUM 
(Continued) 
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Exhibit 2.3-A PRE-NEGOTIATION OBJECTIVE MEMORANDUM 
(Continued) 
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2.4 NEGOTIATIONS 

The negotiation meeting, or meetings if necessary, is conducted between the Government team 
(usually the COTR and others as appropriate) and the A/E consultant team for a new task order 
and for task order modifications.  In addition to members from its team, the A/E consultant 
usually includes appropriate representatives from its subconsultants. The intent of the 
negotiations is to reach an agreement between the Government team and the A/E consultant 
team on the SOW requirements, level of effort, assumptions and other direct costs included in 
the task order or the task order modification. 

Prior to the negotiation meeting(s) with the A/E consultant, it is imperative that the appropriate 
Government personnel (see http://www.cflhd.gov/Project_Management/Oversight.cfm) review 
the A/E consultant’s proposal compare the A/E consultant’s Price Proposal against the IGE, 
identify key issues/items for discussion and prepare the pre-negotiation objectives.  Prior to 
meeting with the consultant, the Government team members must understand their role in the 
negotiation process.  Negotiations should focus on the hours required for the tasks, the 
positions under which the hours are applied and other costs such as copies, mailing and travel 
expenses.  During negotiations, the Government team should not disclose the information in the 
IGE to the A/E consultant. 

All members of the Government team must be willing to enter into negotiations without 
preconceptions of “written in stone” results.  To be successful, all members have to be ready to 
discuss items with an open mind and to listen to and consider the A/E consultant’s opinions and 
position. 

Both the Government team and the A/E consultant team should enter into the sessions with the 
opinion that the results will be win-win and that the Government will pay a fair and reasonable 
price, allowing the consultant to achieve a reasonable profit for its work. 

During the negotiation meeting(s), portions of the SOW may need to be revised due to changes 
in work requirements or funding availability or due to resolution or clarifications between the A/E 
consultant and the Government about portions of the SOW or levels of effort.  If the negotiations 
require revisions to the SOW, it should be revised immediately after the negotiation meeting to 
reflect the revisions agreed to in the meeting.  Revisions may include specific tasks, general 
requirements, deliverable expectations, level of effort and schedule(s).  The Government team 
shall document the minutes and results of each negotiation meeting using a Price Negotiation 
Memorandum (PNM).  Be sure to include documentation of changes agreed to in the SOW, as 
well as cost agreements and other relevant information. 

http://www.cflhd.gov/Project_Management/ae_guidelines.cfm
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2.5 PRICE NEGOTIATION MEMORANDUM 

The PNM provides a narrative of the process by which the A/E and the negotiator arrived at a 
fair and reasonable price (see Exhibit 2.5-A).  The FAR and TAR require the preparation of a 
PNM on each negotiated procurement covering the following items: 

• The purpose of the negotiation. 

• A description of the acquisition, including the base contract and the task order number. 

• The name, position and organization of each person representing the offeror and the 
Government in the negotiation. 

• A summary of the offeror’s proposal and field pricing recommendations, the 
Government’s negotiation objective and the negotiated position. 

• The most significant facts or considerations controlling the establishment of the pre-
negotiation objectives and the negotiated agreement including an explanation of any 
significant differences between the two positions. 

• Documentation of fair and reasonable pricing. 

The negotiator signs the PNM and forwards it to Acquisitions for approval, along with any 
revisions to the SOW and/or the revised funding document resulting from the negotiations.  The 
CO is the final approval authority for all task orders issued under the contract.   

2.5.1 Forms and Templates 

To view or download the PNM template, go to 
http://intra.cflhd.gov:8080/tools/formLibrary.cfm?category=Contracting priceneg.pdf. 

http://intra.cflhd.gov:8080/tools/formLibrary.cfm?category=Contracting priceneg.pdf
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Exhibit 2.5-A PRICE NEGOTIATION MEMORANDUM 
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Exhibit 2.5-A PRICE NEGOTIATION MEMORANDUM 
(Continued) 
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2.6 PRE/POST-NEGOTIATION MEMORANDUM 

A combined Pre/Post-negotiation Memorandum (POM/PNM) is acceptable and can be used in 
lieu of the separate POM and PNM forms if it provides for the pre-negotiation position and 
objective as well as the negotiation outcome.  (See Exhibit 2.6-A.) 

The following reviews and approvals are required for the POM and the PNM under TAM 
Subchapter 1204.70 – Review and Approval of Contracts and Contract Related Documents. 
(See http://fasteditapp.faa.gov/dot/do_action?do_action=ListTOC&contentUID=1.) 

The CO responsible for the acquisition reviews the solicitation, the POM, the PNM and the 
contract or contract modification, as applicable, prior to the other reviews required by this 
subchapter of the TAM.  The CO has the authority to approve all proposed solicitations, pre-
negotiation objectives, documentation of price negotiations, contract awards and contract 
modification awards valued at or below $500,000.  Actions exceeding $500,000 shall be 
approved by an individual at least one level above the CO responsible for the acquisition. 

All solicitations, POMs, PNMs, contract awards and contract modification awards expected to 
exceed $500,000 shall be reviewed for legal sufficiency. 

2.6.1 Forms and Templates 

To view or download the template, use the link below: 

• Pre/Post-negotiation Memorandum. 

http://fasteditapp.faa.gov/dot/do_action?do_action=ListTOC&contentUID=1
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Exhibit 2.6-A PRE/POST-NEGOTIATION MEMORANDUM 
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Exhibit 2.6-A PRE/POST-NEGOTIATION MEMORANDUM  
(Continued) 
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Exhibit 2.6-A PRE/POST-NEGOTIATION MEMORANDUM  
(Continued) 

 

 

 



Price Analysis and Negotiation CFLHD October 2005 
 
 

2-16 A/E Price Agreement CFLHD 

2.7 A/E PRICE AGREEMENT 

Once negotiations have been successfully completed, the A/E consultant shall submit a signed 
final pricing proposal to the CO.  Having the A/E firm document its understanding of the 
negotiations serves two purposes: it ensures agreement between the A/E and the Government 
of the outcome of negotiations and serves as an offer to the Government that the CO can 
accept and award.   
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